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Audit  No.  99030 


Recreation  and  Park  Commission 
City  and  County  of  San  Francisco 
McLaren  Lodge,  Golden  Gate  Park 
San  Francisco,  CA  94117 

President  and  Members: 

The  Controller’s^Audits  Division  presents  its  report  concerning  the  audit  of  the  San 
Francisco  Giants  (Giants).  San  Francisco  Baseball  Associates  L.P.  owns  and  operates  the 
Giants  and  has  a lease  with  the  Recreation  and  Park  Department  (Recreation  and  Park)  of 
the  City  and  County  of  San  Francisco  (City)  to  use  3Com  Park  for  baseball  related 
operations.  The  Giants  also  have  an  agreement  with  Recreation  and  Park  to  operate  the 
Sony  Jumbotron  Scoreboard  (scoreboard)  for  all  events  at  3Com  Park.  Recreation  and  Park 
pays  the  Giants  for  their  costs  to  operate  the  scoreboard. 

Reporting  Period:  1998  and  1999  Baseball  Seasons 

Rent  Paid:  $771,006 


The  Giants  underpaid  their  rent  by  $45,783  mainly  because  they  did  not  report  the 
revenues  from  some  luxury  suites  they  assigned  as  complimentary  suites  but  for  which 
they  received  in-kind  services. 

The  Controller’s  Audits  Division  will  be  working  with  Recreation  and  Park  to  follow  up 
on  the  status  of  the  recommendation  made  in  this  report. 

Respectfully  submitted, 


Results: 


NORIAKI  HIRASUNA 
Director 


City  Hall  • 1 Dr.  Carlton  B.  Goodlett  Place  • Room  388  • San  Francisco  CA  94102-4694 


FAX  415-554-7664 


INTRODUCTION 


San  Francisco  Baseball  Associates  L.P.  owns  and  operates  the  San  Francisco  Giants 
(Giants)  and  has  a lease  with  the  Recreation  and  Park  Department  (Recreation  and 
Park)  of  the  City  and  County  of  San  Francisco  (City)  to  use  3Com  Park  for  baseball 
related  operations  through  the  1999  baseball  season.  The  annual  rent  is  the  greater  of  the 
minimum  rent  of  $125,000  or  5 percent  of  paid  admissions  from  regularly  scheduled 
baseball  games  at  3Com  Park.  However,  special  games  such  as  all-star,  exhibition,  charity, 
or  championship  schedule  games  played  by  the  Giants  at  3Com  Park  are  not  subject  to 
percentage  rent.  The  percentage  rent  is  payable  on  or  before  the  1 5th  day  after  the  close  of 
the  baseball  season  and  the  minimum  rent  is  payable  in  advance  on  February  1 of  each 
year.  Appendix  A presents  the  definition  of  paid  admissions. 

The  Giants  also  have  an  agreement  with  Recreation  and  Park  to  operate  the  Sony 
Jumbotron  Scoreboard  (scoreboard)  for  all  events  at  3Com  Park.  Recreation  and  Park  pays 
the  Giants  for  their  costs  to  operate  the  scoreboard.  Sony  Corporation  of  America  (Sony) 
installed  and  transferred  to  the  City  the  scoreboard  at  3Com  Park.  The  City  agreed  to 
operate  the  scoreboard  and  Sony  agreed  to  compensate  the  City  to  defray  the  cost  of 
operating  it.  The  Giants’  agreement  with  the  City  requires  the  Giants  to  submit  an 
operating  budget  that  includes  all  costs  of  the  scoreboard  operation  for  the  baseball  and 
football  seasons,  but  not  including  football  playoff  or  championship  games.  The  operating 
budget  is  not  to  exceed  the  payment  received  by  the  City  from  Sony  for  operating  the 
scoreboard. 


SCOPE  AND  METHODOLOGY 

The  purpose  of  this  audit  was  to  determine  if  the  Giants  correctly  paid  rent  to  Recreation 
and  Park  and  complied  with  the  provisions  of  their  lease  for  the  1998  and  1999  baseball 
seasons.  To  conduct  the  audit,  we  reviewed  the  applicable  terms  of  the  lease,  assessed  the 
Giants’  procedures  for  accounting  for  admission  and  luxury  suite  revenues,  and  examined, 
on  a test  basis,  evidence  supporting  the  amounts  reported  to  Recreation  and  Park.  In 
addition,  we  reviewed  the  scoreboard  operating  expenses  for  calendar  years  1998  and  1999 
to  determine  if  the  Giants  accurately  reported  actual  scoreboard  operating  expenses 
according  to  the  provisions  of  the  scoreboard  agreement.  We  tested  transactions  supporting 
the  operating  expenses. 
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AUDIT  RESULTS 


THE  GIANTS  UNDERPAID  THEIR  RENT  FOR 
THE  1998  AND  1999  BASEBALL  SEASONS 


The  Giants  reported  collecting  $52,387,446  in  revenues  and  paid  $771,006  in  rent  to 
Recreation  and  Park  for  the  1998  and  1999  baseball  seasons.  However,  the  Giants 
did  not  report  revenues  from  some  luxury  suites  subject  to  rent.  As  a result,  the 
Giants  underpaid  their  rent  by  $45,783  for  the  two  baseball  seasons.  Table  1 shows  the 
reported  and  audited  revenues,  and  the  adjustments  we  identified  for  the  two  baseball 
seasons.  Appendix  B presents  a detailed  analysis  for  each  of  the  two  baseball  seasons. 


Table  1 

Summary  of  Reported  and  Audited  Revenues  and  Rent 
For  the  1998  and  1999  Baseball  Seasons 


Regular  Home  Games 
Luxury  Suites 

Luxury  Suites  provided  to  City 
Traded  Suites(*) 

Total  Revenue 

Rent  (**) 

Admission  Tax  Rent  Credit 
Total  Due 


Reported  Audited  Over/ 

Revenues Revenues (Under) 


$ 51,249,714 
1,137,732 
0 

0 

$ 52,387,446 

$ 2,616,251 
(1,845.245) 

$ 771,006 


$ 51,249,714 
1,166,204 
104,284 
782.877 
$ 53,303,079 

$ 2,662,034 
(1.845.245) 

$ 816,789 


(28,472) 
(104,284) 
(782.877) 
$ (915,633) 

$ (45,783) 

0 


$ (45,783) 


* The  Giants  received  in-kind  services  in  exchange  for  the  use  of  these  suites. 

* * Rent  is  net  of  allowable  deductible  leasehold  improvements  of  $3,121  in  1998. 


The  Giants  Did  Not  Pay  Rent  on 
Complimentary  Suites  Provided  to  the  City 

The  Giants  did  not  pay  rent  on  the  two  complimentary  luxury  suites  provided  to  the  City 
for  the  1998  and  1999  baseball  seasons.  The  lease  requires  the  Giants  to  pay  Recreation 
and  Park  5 percent  of  the  paid  admission  value  of  a comparably  priced  luxury  suite  for 
each  of  the  two  complimentary  luxury  suites.  The  paid  admission  value  is  the  cost  of  the 
suite  less  certain  allowable  expenses.  For  the  1998  and  1999  baseball  seasons,  we 
estimated  the  value  of  the  two  complimentary  suites  to  be  $3 15,900  less  associated 
allowable  costs  of  $21 1,616,  or  a net  revenue  of  $104,284.  The  Giants  owe  Recreation  and 
Park  5 percent  of  net  revenue,  or  $5,214,  in  rent  for  the  two  complimentary  suites  provided 
to  the  City. 
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The  Giants  Did  Not  Pay  Rent 
for  Some  Luxury  Suites 

The  Giants  assigned  some  luxury  suites  to  various  business  organizations  as 
complimentary  suites  for  the  1998  and  1999  baseball  seasons.  The  Giants  did  not  charge 
these  organizations  for  the  cost  of  the  luxury  suites  and  did  not  pay  Recreation  and  Park 
any  rent  on  those  suites.  According  to  the  Giants,  they  assign  the  complimentary  suites  to 
organizations  in  exchange  for  services  the  Giants  received  from  those  organizations. 
However,  the  Giants’  lease  states  that  paid  admissions  on  luxury  suites  includes  gross 
revenues,  whether  paid  in  cash  or  otherwise.  Because  the  Giants  received  in-kind  services 
for  the  use  of  those  suites,  we  believe  the  Giants  should  pay  rent  on  the  value  of  the 
services  they  received.  We  estimated  that  value  to  be  $963,320  less  associated  allowable 
costs  of  $676,663,  or  a net  revenue  of  $286,657.  The  Giants  should  pay  5 percent  rent  on 
this  amount,  or  $14,335.  In  addition,  the  Giants  are  also  required  to  pay  a 5 percent  rent  on 
the  value  of  the  admission  tickets  for  luxury  suites  assigned  as  complimentary  suites  for 
the  1998  and  1999  baseball  seasons.  For  the  two  years,  the  value  of  the  admission  tickets 
for  those  complimentary  suites  was  $496,220,  and  the  Giants  owe  5 percent  of  that  amount 
or  $24,81 1 . Also,  the  Giants  did  not  correctly  charge  the  price  per  seat  for  two  suites  in  the 
1999  baseball  season.  For  those  two  suites,  the  Giants  charged  $24  per  seat  instead  of  the 
approved  Recreation  and  Park  price  of  $45  per  seat.  Because  the  Giants  did  not  charge  the 
correct  price  per  seat,  the  Giants  owe  Recreation  and  Park  additional  rent  of  $ 1 ,423 . In 
total,  the  Giants  underpaid  their  rent  to  Recreation  and  Park  on  luxury  suite  revenues  by 
$40,569. 

RECOMMENDATION 

We  recommend  that  the  Recreation  and  Park  Department  bill  and  collect  $45,783  from  the 
Giants  for  underpaying  their  rent  for  the  1998  and  1999  baseball  seasons. 


RECREATION  AND  PARK  CORRECTLY  PAID 
THE  GIANTS  FOR  OPERATING  THE  SCOREBOARD 

Recreation  and  Park  correctly  paid  the  Giants  for  operating  the  scoreboard  at  3Com  Park 
for  calendar  years  1998  and  1999.  Recreation  and  Park’s  agreement  with  the  Giants  states 
that  Recreation  and  Park’s  payments  should  not  exceed  the  amount  paid  by  Sony  to 
Recreation  and  Park  each  calendar  year.  Recreation  and  Park  paid  the  Giants  $337,652  for 
operating  the  scoreboard  for  calendar  year  ended  December  31,  1998,  and  $347,781  for 
calendar  year  ended  December  31,  1999.  Recreation  and  Park’s  payments  to  the  Giants  for 
operating  the  scoreboard  did  not  exceed  the  amount  paid  by  Sony  to  Recreation  and  Park. 
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We  conducted  this  review  according  to  generally  accepted  government  auditing  standards. 
We  limited  our  review  to  those  areas  specified  in  the  audit  scope  section  of  this  report. 


Staff:  Maureen  Gannon,  Audit  Manager 
Leon  Valle,  Jr. 
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Appendix  A 

Definition  of  Certain  Terms  and  Allowable  Deductions 


Paid  Admissions 

Paid  admissions  include  the  gross  revenues  received  from  admissions  to  professional 
baseball  games  after  deducting  certain  charges  such  as  admission  taxes,  stadium  club 
admission,  parking,  and  the  amounts  paid  to  visiting  baseball  clubs  and  the  National 
League.  Beginning  in  1995,  the  agreement  reduces  the  calculated  rent  by  a specified 
amount  of  admissions  tax. 

For  luxury  suites,  paid  admission  refers  to  the  gross  revenues  received  for  luxury  suites, 
including  the  price  for  all  seats,  whether  the  seats  are  used  or  not,  and  the  suite  rental  less 
certain  allowable  deductible  costs,  such  as  the  applicable  ticket  prices,  visiting  club  and 
National  League  fees,  the  actual  price  of  one  parking  pass  for  every  four  suite  seats,  the 
actual  value  of  one  stadium  club  membership  of  each  suite  seat,  and  a service  charge  of 
$50  per  suite  for  each  game. 
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Appendix  B 

Summary  of  Audit  Adjustments 
For  the  1998  and  1999  Baseball  Seasons 


Reported  by  Giants 
Home  Game  Revenues 
Paid  to  National  League 
Total  Regular  Home  Game  Revenues 
Luxury  Suites 

Total  Revenues  Subject  to  Rent 

5%  Rent  on  Total  Revenues 
Less:  Admission  Tax  Rent  Credit (1) 

Add  Back:  Admission  Tax  for  Attendance  >42,500  (1) 
Less:  Leasehold  Improvement  Credit 

Total  Rent  Paid  To  Recreation  and  Park 

Audit  Adjustments 

Add:  Rent  on  Luxury  Suites  Provided  to  the  City 
Rent  on  Traded  Luxury  Suites 
Rent  on  Admission  Tickets  for  Traded  Suites 
Additional  Rent  on  Luxury  Suites 

Total  Rent  Due  to  Recreation  and  Park 

Total  Underpayment 


1998 

$ 24,019,976 
(675.794) 
$ 23,344,182 
656.000 

1999 

$ 28,617,666 
(712.134) 
$ 27,905,532 
481.732 

Total 

$ 52,637,642 
(1.387.928) 
$ 51,249,714 
1.137.732 

$ 24,000,182 

$ 28,387,264 

$ 52,387,446 

$ 1,200,009 
(950,779) 
22,034 
(3,121) 

$ 1,419,363 
(959,543) 
43,043 
0 

$ 2,619,372 
(1,910,322) 
65,077 
(3,121) 

$ 268,143 

$ 502,863 

$ 771,006 

$ 3,060 

8,550 
11,431 
0 

$ 2,154 

5,785 
13,380 
1.423 

$ 5,214 

14,335 
24,811 
1.423 

$ 291,184 

$ 525,605 

$ 816,789 

$ 45,783 

(1)  The  Giants’  amended  agreement  with  the  City  allows  the  Giants  to  deduct  a portion  of  the  stadium 
operator  admission  tax  from  their  calculated  rent.  For  each  ticket  sold,  costing  $25.01  or  less,  the 
stadium  operator  admission  tax  is  $0.50  and  for  each  ticket  sold,  costing  $25.02  or  more,  the  stadium  tax 
is  $1.50.  Prior  to  December  31,  1994,  the  Giants  were  not  required  to  pay  the  stadium  operator 
admission  tax  of  $0.50  on  the  receipts  from  admission  tickets  sold  at  $25.01  or  less,  on  the  first  42,500 
paid  admissions  to  any  single  event.  After  that  date,  the  Giants  were  required  to  pay  the  stadium  operator 
admission  tax  on  all  admissions.  Beginning  in  1995,  the  agreement  reduces  the  calculated  rent  by  all 
admission  taxes.  However,  according  to  Recreation  and  Park,  the  Giants  agreed  to  forgo  the  credit  for 
admission  taxes  assessed  on  attendance  exceeding  42,500. 
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cc:  Mayor 

Board  of  Supervisors 

Civil  Grand  Jury 

San  Francisco  Public  Library 
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